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KEY ECONOMIC INDICATORS 


All values in million U.S. $ 


1976-/ ——19778/ ¢ cmnetl 
16/77 


INCOME, PRODUCTION, PRICES 


GNP (Current Prices) 9,555 
GNP (1960 Prices) 4,489 
Per Capita GNP (Current Prices in US$) 520 
Fixed Investment 2,867 
Value Construction Authorization 556 
Agricultural Production (1960 Prices) 751 
Energy Imports as Percentage of Consumption 80 
Industrial Production Index (1969=100) 161 
Value Phosphate Rock Exports 489 
End of Year Cost of Living Index 

(May 1972/73 = 100) ; 167 
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GOVERNMENT, FINANCE 


Consolidated Ordinary Revenue 2,356 ; 2,900 
Ordinary Expenditures 2,098 , 2,600 

Of which Debt Service 220 ; 480 
Investment Expenditure 2,225 1,900 
Overall Deficit 1,684 ‘ 1,600 

Of which Externally Financed 1,140 ; 1,000 
Money Supply (End of Year) 4,556 hf 5,500 


BALANCE OF PAYMENT 


Net Gold/Exchange Reserves 412 400 - 2.9 409 
Balance of Payments 12 Near balance no Change Near balance 
Balance of Trade 1,340 - 1,778 = 32.7 - 1,500 
Exports F.0.B. 1,251 1,378 10.1 1,600 
U.S. Share (%) Li ee 36.4 
Imports C.I.F. 2,591 3,156 21.83 
U.S. Share (%) 8.6 5.2 - 39.5 
Net Transfer Payments Ski 578 6.8 
Net Capital Movements 1,332 1,778 30.5 


MAIN IMPORTS FROM U.S. - 1976 


Grain; Aircraft; Tobacco; Automobile parts; Trucks; Cotton; Machinery. 


1/ Preliminary 2/ Estimates 3/ Forecast 


4/ Due to the dollars decline against the dirham, dollar estimates in this table show 
slightly higher 1978 growth rates than would a table showing dirhams. 





SUMMARY 


While holding firm to its ambitious and largely foreign 
financed development program, Morocco encountered a sharp 
downturn in overall growth rates beginning in mid-1977. 

A number of factors contributed to this development. 


In a longer term context, the slowdown was a consequence 

of the government's early 1975 upward revision of the 

1973-77 development plan. This was made in the expectation 
that the temporarily high 1974-75 world price for phosphate 
rock would be permanent, thus permitting Morocco to fund its 
development program from significantly higher export 

earnings. Also contributing to the slowdown were the escalating 
costs of continued hostilities in the Sahara. More immediate 
factors were: a severe drought earlier in the year; continued 
sluggish demand for Morocco's key export item, phosphate rock; 
and reduced earnings from fresh and processed citrus/vegetable 
exports to Europe. These factors combined to further enlarge 
the country's traditional trade imbalance. 


Morocco's economic managers moved, however, to implement 
rapid corrective action. As a result, 1978 is likely to 
be a year of substantially increased fiscal discipline, 
with investments focussed on high priority development 
projects. Given the prospects of a good to excellent 
harvest, increased tourist revenues, and improved demand 
for phosphate rock and citrus/vegetable exports, Morocco 
should come through 1978 without severe problems. Domestic 
austerity, lower government investment expenditures, and 
tight control over domestic and external credit will 
nevertheless be the order of the day. Given a little 
luck with the weather, GNP growth could bounce back from 
1.3 per cent in 1977 to a possible 6-7 per cent in 1978. 


U.S. firms will continue to find attractive opportunities 
for sales of capital goods and related services. 
Opportunities also exist for investments in tourism, 
manufacturing, and high technology industry. U.S. banks 
will find attractive creditor positions for medium-term 
project finance and short-term commercial credit operations. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Setting 


Since mid-1977, the Moroccan economy has suffered a relatively 
steep growth recession. Following a record increase of 8.5 
per cent in real terms during 1976, the economy grew by only 
1.3 per cent in real terms during 1977. Several key factors 
account for this rapid turn around. The first was the 
disastrous 1976/77 harvest, which reduced the country's 
output of four key cereal products (barley, corn, durum 

and bread wheat) from 5.5 million tons in the 1975/76 crop 
year to 2.8 million tons in the 1976/77 season. The second 
was the continuing slow recovery of the world phosphate 
market, which despite increased tonnages shipped, produced 

a slight decline (.4 per cent) in the dollar value of total 
rock exports. 


Another problem was the substantially increased foreign trade 
deficit, up 32.7 per cent to $1.7 billion in 1977. This 
Situation was brought about by a substantial increase in 

the value of imports (up 22 per cent over 1976) which was 

not offset by a much smaller increase in the value of total 
exports and the need to make up for production shortfalls 

in the domestic agricultural sector by means of increased 
grain imports. 


A major factor contributing to the trade deficit was the 
government's continued determination to press forward with 
its industrialization program, which called for maintaining 

a high level of imports of capital equipment. This capital 
intensive development policy obliged the government to 
enlarge its already substantial reliance on the international 
financial market, with borrowings up 9.5 per cent from 1976 
to $1.14 billion in 1977. 


Finally, the costs of increased military operations to counter 
the guerrilla insurgency in Southern Morocco, the former 
Spanish Sahara, and Mauritania contributed to a noticeable 
tightening in the government's overall liquidity posture. 
Although specific amounts and terms are unknown, the govern- 
ment also had further recourse to substantial concessional- 
type bilateral financial assistance from several Middle East 
countries. Some of the proceeds were probably used to defray 
multiplying capital purchases and ordinary expenditures called 
for by military operations in the former Spanish Sahara and 
increasingly in Mauritania as well. At the same time, the 





money supply was enlarged by a significant 20.2 per cent 
over 1976, due largely to central bank purchases of 
Moroccan treasury obligations. To counter the inflationary 
impact of this enlargement, credit to the private sector 
was held to a stringent minimum. 


Corrective Action 


Faced with a tightening liquidity situation, the government 
moved to implement an active belt-tightening program in the 
1978 budget, including the adoption of measures to increase 
revenues through higher taxes and improved tax administration. 
The import surtax was raised from 8 per cent to 12 per cent 
and duties were increased sharply on numerous luxury and 
non-essential items. Stringent credit limits on the domestic 
banking system were also imposed. Moreover, a slowdown in 
government payments to the private sector began to appear 
during the second half of 1977, partially the result of a 
conscious effort to defer expenditures until 1978, and partly 
the result of delays in getting new (largely external 
borrowings) flowing through the national accounting system. 


As a further indication of the increasing economic squeeze, 
the long-awaited 1978-82 five year plan--initially to be 
submitted to Parliament during its first session in late 

fall 1977--was held back for major review and the retargetting 
of at least some project priorities. We expect it to be 
presented in late April or May 1978, i.e., when the second 
session of Parliament convenes. 


1978: <A Preliminary Forecast 


With consideration of the five year plan now deferred until 
mid-year, 1978 will probably be a year of consolidation, 
involving a more selective targetting of new investment 
allocations and carrying forward or completing in most cases 
only those projects that are well under way. There may also 
be retrenchment in the funding of some projects and a probable 
redirection of resources to those sectors (e.g., social 
services, rural education) which will become increasingly 
important from a political standpoint. 


At the same time, a combination of at least moderate 
inflationary pressures (officially estimated at around 9.8 
per cent as opposed to 12.6 per cent for 1977); the necessity 
for continued reliance on external borrowings to maintain 
economy-wide equilibrium and liquidity; and the substantial 
costs of the Saharan conflict are likely to delay any major 
turn around in the situation until well into 1979. 





On the brighter side, Morocco will probably not have to move 

as heavily into the international grain markets as last year, 
in view of what looks like the makings of a good to excellent 
harvest. There should also be a continued if slow rise in 
phosphate rock prices, along with an expected upswing in rock 
demand. To the extent that Morocco is able to enlarge its 
present markets and develop entirely new customers for its 

rock exports--which could result from its recently initialled 
set of agreements with the USSR relating to development of the 
Meskala phosphate deposit, and/or from shipping larger tonnages 
to other customers--revenues could be even higher than now 
appear probable. We estimate revenues from phosphate rock 
exports in 1978 to be about $640 million, assuming a conservative 
export level of 20 million tons at $32 per ton. 


1978 will thus see tight domestic credit; slow real growth in 
most economic sectors, except mining, agriculture and tourism; 
continued emphasis of the industrialization program; and an 
increasingly controlled enlargement of the country's foreign 
debt. While uncertainties exist with respect to (a) rainfall 
(which vitally affects the size of the harvest, hence the 
degree of Morocco's need to rely on wheat imports); (b) the 
economic situation in Europe; and (c) the conflict in the 
Sahara, we estimate that with a little luck and a good deal 
of financial and fiscal discipline, Morocco can weather what 
is certain to be a year of austerity and belt-tightening. 


Basic Problems 


Nevertheless, there remain fundamental structural disequilibria 
within the Moroccan economy. They are (a) fully acknowledged 

by a majority of the country's economic leadership, and 

(b) unlikely to disappear over the short term, given even the 
most favorable circumstances affecting individual export items. 
The first basic disequilibrium is arguably the country's 
deficiency in food production, which requires it to expend 
scarce foreign exchange on a regular basis to make up for its 
continuing shortfalls in domestic production of cereals, 
vegetable oils, and dairy products. 


The second basic disequilibrium is the country's inability to 
cover its economic development needs through sufficient export 
earnings, resulting in a chronic trade deficit. More trouble- 
some is the gradual widening of the deficit over the past 
several years, a problem acknowledged to require fundamental 
remedial action, even at the price of reducing overall growth 
targets. 





While the government will continue to impose price controls 
on basic foodstuffs and commodities (e.g., bread, sugar, 
vegetable oils, fertilizers, medicines), the actual level 

of subsidies will be reduced by up to 50 per cent for many 
products, and prices will be allowed to rise in certain 
selected product categories. The aim here is to enable the 
country to adjust over time to more realistic production 
costs and supply/demand relationships. At the same time, it 
is likely to make a serious longer-term effort to enhance the 
country's agricultural exports by seeking new markets (e.g., 
the USSR, Middle East and Black Africa) and making active 
representations vis-a-vis the EC for preferential access to 
these traditional customers. 


A third disequilibrium--common to many developing countries-- 
derives from Morocco's decision to fund its development 
programs by accepting a substantial and progressively 
increasing external debt. Such a policy was considered sound 
in 1974 and subsequent years, when Morocco's exposure was 
unusually low for a developing country. Even in 1976, for 
example, the debt service to export ratio was only 9.8 per 
cent. It began to rise substantially in 1977, however, and 
is officially expected to reach about 16 per cent in 1978. 
Seen in terms of debt volume, Morocco's external public debt 
has risen from $2.14 billion in 1976 to $3.33 billion in 1977, 
and should reach at least $4.1 billion in 1978. 


Policy Implications 


Morocco's cautious financial managers are fully aware of these 
trends. They will insist on monitoring both the country's 
external debt posture and its currently reined-in domestic 
credit position. Moreover, they will exert a dominant influence 
in the government's current review of the new five year plan's 
development priorities, and will insist that approved projects 
not exceed the plan's expected 110 billion dirham total five- 
year investment package, which is about $24.44 billion at 
current rates of exchange. By contrast, the estimated total 
investment package level for the 1973-77 plan was about 44 
billion dirhams, or approximately $10 billion. 


This means that Morocco is determined--as a matter of basic 
national policy--to proceed with its ambitious industrialization 
program over the longer term. Priority projects will thus 
almost certainly continue to be funded through 1978, the 

current tightness of the economy notwithstanding. It also 

means that, if necessary, the country appears ready to accept 
debt service ratios of 20-22 per cent. 





IMPLICATIONS FOR THE UNITED STATES 


Morocco's determination to push ahead with its capital 

intensive development program offers U.S. firms attractive 
opportunities for sales of capital goods and related services. 
Interest will be particularly strong in high technology 
products and processes in which the U.S. has recognized 
leadership. Given its growing need for capital resources, 

we also suspect that Morocco will be making a more concerted 
effort to lure U.S. foreign investment into the country, an 
area where it has needed to devote more attention and resources. 


Projects likely to receive top priority in the late 1978-82 
five year plan include a new phosphoric acid plant, an oil 
refinery, a steel mill, port infrastructure for the integrated 
chemical complex and industrial port to be built at Jorf 
Lasfar, rail lines, road construction, together with irrigated 
land development and numerous other agricultural and industrial 
projects. Technical and management service companies will 
find an increasing market in Morocco as industrialization 
increases and development of high technology agriculture 
progresses. Opportunities also exist for U.S. banks to manage 
or participate in medium-term project and government loans. 


The Moroccan Investment Code offers inducements to firms 
prepared to accord local partners at least half ownership 
plus board chairmanship. In such priority sectors as mining, 
tourism and export industries, one hundred per cent foreign 
ownership is authorized, while still permitting foreign firms 
to profit from code incentives. Moreover, with proposed 
investments in excess of 30 million dirhams (approximately 
$6.6 million) advantages in addition to those specified in 
the code can be negotiated with the Moroccan government. 
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